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WHAT EASTERN 
EUROPENEEDS 

its own best interests. 

T HE FI~~HOKI-\ KESI:Id’I‘IN(; from the fall of 

Communism in Eastern Europe’ has 

c~olved into the somber realization that a 

long, difficult period lies ahead. (:ondition\ lct’t b) 

the precious regimes will make it hard for the 
various countries to make the transformation to ~1 
market economy. \Yithout substantial help frc~m 

the LVest, the gains made thus far may he lost. 1’ct 

the le\,el of help that is needed may hc hi&r r han 

Western governments are willing to supporr. ‘[‘he 

best long-term hope for the region lies in rhu 

creation of a business climate and infrastruCrurC 

that oan attract foreign private-sector in\otrncnt. 

At the moment, the business climate is too 
risk) and the business infrastructure too undcrdc- 

veloped to attract sufficient foreign participation. 

Giwn thcsc constraints, substantial trchnlc,ll 

assistanuc dnd adrice can provide a Io\v-ccw 

method of preparing the countries for the nwdcd 

foreign investment. In the meantime, greater 

access to Ll’cstern markets and continued tinJncial 

assistance would prwide some relief to the region. 
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Rt5)-‘0ND1rdC TO ME FALL OF COMMUNISM IN EUROPE 

Eastern Europe 
still features hi@iy 
inetIkient state- 
controlled monopolies. 
In each case, the state 
has controlled all 
wpects of production- 
usually organized under 
a few large, intlexihle 
jjovernment ministries. 

The communist inheritance 

Th c ncu ~:o~crnmencs of Edstern l<llnq3e 

inherltcd .I number of major problcm~ from the 

pro ioll\ communist regunes. Four tri‘thesc 

problems come immrdi;ltcl~ to mind. 

Firsr. most of the countries ha\,c ;I large foreign 

debt. Poldnd’s $Wbillion debt ~‘a> reduced co 

~34 hillion by the Paris Club in 1991, hllr ir\ recent 

decision co raise public spending could Jeopardize 

the rcducrion. Either \~a?, Poland’s dehr remains 

high, Hunga~‘s $21-billion dcbr is the highcsr In 

rhr rcgion per capita, and Bulgaria has rlefaultcd 

on its debt of$lZ billion. Romania and Albania 

pursued ptrlicics of no foreign debt, bur desrroyed 

their economies h>, refusing the forciqn financing 

that mlpht have been used for modcrnl/atlon. 

Second, eJch county; still has Iqc. ‘;catc- 

controlled monopolies that are highly incffic~ent. 

In each case. the stare has controlled ~111 J3pccts 

of productton-usually organized under a fe\t 

large, inflexible government ministrres. Incredible 

incfficicncies developed out of the central 

plannmg system and in the absence of market 

compccition. Nearly all the state enterprises carF 

excess workers as part of the go\,ernment’s full- 

emplok ment policy. 

Third, the countries all lack the modern 

equipment and technology needed to operate 

competiti\ciy. The old regimes failed to mOtkrn- 

ize the phycical infrastrucrure, choosing instead co 

direct additiunal resources toward industrial 

production. Today, lacking a modern industrial 

base. the JGstern European countries find [hem- 

celves llnablc to produce competitive products that 

cw.~ld hc exported to the West and generate badly 

needed hard currenq. 

Finally. Eaccern Europe’s emphasl\ on indus- 

trial production has come ac the expense of the 

cmironment. \.ast stretches of river are dead- 

so poliuced that the water is unsuitable ebcn for 

industrial IISC. Jlassive air pollution has resulted 

from ct&buming power plants and metallurk? 

industries that ha\-c no emission controls. I ‘n&r 

the prr~~trus regimes. environmental LINCI u crc 

routinely ignored, and the low fines for pollurcrs 

pro\ ided no inoentilc for them to change their 

practice\ or clean up rhc mess. In hr (krm,ln\. 

Hungan. Pr,land, ,~ncl 

~hclloslo~ akia. thc5e 

5crioui en\ ironmcntal 

problems \\ crc ,I m,ljor 

moti\-ation for social 3nd 

political chngc 

I .ndcr rhc burclcn 

c~f this mhcricancc. the 

Easccm I.1 trropc.ln 

countries will ha\c a 

hard time making the 

cransltion to free-marker 

economies. ~lotlernizin~ 

infrastructurc~ and 

cleaning up the cn\ iron- 

ment ivill be vey costly, while the cnormow dch 

and limited domestic capital in these oountrics will 

make financing these activities bery difficult. In 

addition, breaking up and pril-arising the large 

monopolies is already proving to he tricky. Ono 

reason is that many of these industrial dinosaurs 

hold limited appeal for investors; another is the SLY 

that longstanding accouming methods hilcd F.., 

place accurate values on assets and exporrLs. 

hloreover. few of the people who are tn-ing to art-y 

out economic transition have any C!ILK abour hoI\ to 

operate in a market economy. 

The increasing social unre:st brought about hy- 

economic hardships may further complicate the 

transition. In the past, the go!vernment roc~k cart 

of people’s basic needs, NOM’, they MWT) about 

being on their own. With the: economic> non in 

depression, unemployment ,has risen from Ic\s than 

1 percent in 1989 to 16 perce:nt or more in sc!cral 

countries. Inflation -chrouphouc the region, \\,hcrc 

prices used to be stable-rase past 100 percent in 

1991. The absence ofa social safeq. net has crcatcd 

fears ofdeprivation and social unrest. The sccrct 

police are no longer feared, and CUCS in police 
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strength. along u irh hard economic time>. h,lic 

resulted in rising crime ,md gzing \ iolcncc. 

Ifrhe experience of the former East (~crrnan~ 

is an\- indication of things to co171e. life 111 F.,ixern 

Europe v ill get much \<vrse before it gets bctrcr. 

Eat (&rmanv had the strongest cconorn) 4 rf the 

communist countries. yet ewn with the dc’cp 

pockets of its v.wtern brother and free ;ICCC~~ IO 
\E-cstern Europe’s markets, its tmeriqh~ mcnt rate 
has topped 16 percent and ma! rise to 3.5 percent. 

Over halfr~fcastern (.;erman~-‘5 sta~c-o~x~cd 

companies are not economicallv i~abte dncl i\ ill not 

sunix the prim atiLation procc5s. 

Why should we help 

Eastern Europe? 

Instability in 
Eastern Europe could 
diminish U.S. trade 
potential, keep arms 
tlowing to radicirl 
regimes, lead to massive 
westward migration, 
and ultimately promote 
the scapegoating and 
nationalism teared on 
the continent. 

T he \yest’5 xtenrion KO Edstern Europe has been 

comewhar diverted in the last year by the breakup 

of the former Soviet I’nion and the chaos in the 

Balkans. \Vhde problems in these Jreax Llre ~1 global 

concern, Li number of reasons could be ;~d~~ancctl 

for continuing to focus on the emerging Eastern 

European countries and helping them TII Lxace 

strong and \cable market-oriented economics. 

E‘irrr, .i trmg md stccl,iu Ec~stetx Europwu YWW 
m&s i dif p f wide 0 hI;ee mnrket~oor .I rnmi~~u ghm?. 
The 100 million people’ in the region I\ .mc dnd 

need just ;~bouc everything, and many prefer I.5 

products to those of other countries. The\ have II 

huge need for things the (Iniced States can 

provide, including environmental protcctiljn 

technology. modern telecommunications equip- 

ment, encr,ey production erluipment and technnl- 

og), and energy-efticienc industrial products. 

Eastern Europe’s appetite for C’.S. goody is dlrcady 

grou ing: I -.S. exports to the region ha\ c ne;lrl> 

doubled since lYH7. In 1991. exports c~cceded 

$1.2 billion, creating a $ZlO-million tr& wrplus. 

II key rd. in ttk IlNrsNz f’mt P~‘/liNoIriit5~, ‘t‘hc nat i( )n\ 

of Eastern Europe wait to ccm\crr thur ,lrms 
industries to civilian purpow. but thcv c,lnnot 

3fford to do so \i hen their ocher Industrie\ :irc 

ctnsing txcauic their products are not cornpcriri\ c. 

t’ol;lnd has about X0 plant5 that produce niilit,q 

etluipmcnc and parts, primarilv for cspclrt: Slij\ uk13. 

\virh unemployment three times theft of rhe ( :/.cc.h 

republic, was the leading mQ~nufxturcr of tank\, 

armored cars, dnd artilk? guns for the \Vars,l\\ l’act 

counrrie3. .I’hc decreased need for thcsc items Ix 

the successor rcpublicc of the former So\ ict I.nirln 

-their largest customer-has 1x1~ ;I ~C~LICC/.C on 
chcir ams induscrics. ‘t‘hc upshot ii rh,lt the! 

continue to look for cw,tomer~ in the dc\eloping 

world. including I,ihyd. Iran. \I’ugoitax ia. and 

Pakistan. C~cchoslwakia, for instance. 1~1s offered 

Iran a radar s! stem rcpnrredlv c:~pabte of dcrccring 

Stealth aircraft. 

Thiri. .Wwg ermmm I/I h.Vfm i~~ilropt+ ( dd 
help sim ihe e\put;tfif moss migrd 0 tI iuti, I I At~f 3 

Lwv~)P. ,4 European Communit); sur\~cy taken 

earlier this year indicated that 30 percent elf thrw 

polled in Eastern Europe have seriousI!. considered 

emigrating to \Vestcrn Europe for pork. Rased on 

this poll, un estimated 13 million people ctruld end 

up migrating \~esc; other estimates hale ringed :)s 

high as 41 million. In Germany. the first U’estern 

European countrv most immigrants reach. Iaye- 

scale migration has already ted to housing &r)rta~cs 

and higher rents.’ It has ~llstr caused ewemsm IO 
raise its ugly head again: O\.er the past war. ri,yht- 

u ing and newNC movements in German\ ha\ c 

grown cvith the number of immigrllnts. 

For years. people in Eastern llurope I~;I\ c 

looked to the \yest as ;\ beacon of hope, and tc)tl,i! 

they are counting on the I.niced Swte\ to pIa\ .L 
key role in helping them create ,I nc\\ \I+ of life. 

Jusr as strong Ezxern European countries rniyht 

help build the new world order, v eakncss and 

instability in that region could diminish I-..% rradc 

potential. keep rhc arms floning to radical regimes. 

lead to massive nest\vxd migrxion. and uitimlitcl~ 

promote the scapegoating and nationalism \,I) 
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Given the 
impact of reduced 
trade throughout the 
region, most Eastern 
European countries 
need to expand 
exports in altema- 
tive markets. The 
most promising of 
these markets is, of 
course, the West. 

How the West can help 

Better market access 
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Finamid 
wsistance to Eastern 
Europe will help 
preserve the progress 
made so far. Without 
it, many in the region 
may have second 
thoughts about the 
new systems and 
hegin longing for the 
“good old days” of 
Communism. 

on about 60 percent of Hungarian rsporty. hut has 

excluded ccutilrs. ‘I’hac \Yestern countries should 

preach free trade !I hilr closing their markets [o 

Eastern Europe’s few competitive products i\ 

v,idet\ seen in Eastern Europe as the height of 

\\.cstcrn h> pncris);. and market xccss remains J 

hot I!,SLI~ m East-I\-est relations. 

‘l’hc I ‘nitcd Swtes is not a major Importer of 

the Eust’s goods,” but could still c;lke additional 

steps to Imprwe the market-access wuatirln. If, for 

example. the I’nited States were to drop its t,triff\ 

and other barriers to trade, %:estern Europe might 

IX encouraged to do the same. ‘I-his might c\ entu- 

ally lessen the Eastern European inclinarion ro tili 

the trade \-r&i bk- cuporting Jrms. 

Financial assistance 

The Eastern Europeun countries do not ha c the 

financial resources to <iddress their own problems. 

lrnd rhe IVestern private \ectnr is reluctant to in\esc 

as much as the b&tern Europeans ~voulcl like. 

‘I‘herefore. IVestern gowrnments and inrern:~tional 

agencies. such as the World Bank and the I\lf. 

u~ili have to pro\- ide the hulk of the financial 

aswtance for a while. Financial asGstancc D ill help 

soften the economic hardships, Jddress problems 

of debt and soft currencies, and ultimateI> t-iclp 

preserve [he progress made so far. \I’ithwlt I[. man! 

people in the region may have second thoyghtc 

abtwt the new economic systems and hcqin 

longing for the “good old days” of(:omrnuni\m: 

people can at least sunive on rotting ton~arr~cs. but 

[hey Lvill stan’e looking at nice, juicy onez rh:lt wst 

coo much to buy. 

‘T’he financitil needs of the Edstern European\ 

are o\cnvhelming. The cost to moderniTc \I ill run 

into the rrillklns of dollars since their infrastruc- 

cures have been badly neglected and since tcalghcr 

standards N ill need to he met if the wuntrlc\ \V;IIIC 

to join the European Community. For cwnple, it 

lvill cost $30 Mlion over the next 20 to 30 \ ears 

just RI modernize the potter generation. trdnsmis- 

sion. and use systems in five Eastern European 

countries. ‘The former Soviet I’nion will nerd five 

times that ,mount for the same purpose. .\ 

German research institute estimated char it Lvill 

cost 1700 billion to clean up inclustrial polliltic,n in I 

Eastern Europe; this does nut. h! the WI). incltldc 

the cost of cleaning up the substantial pollution left 

behmd tly the Swiet armed forces. The <:ongres- 

sional Budget Office cstirnatc~ that $1.55 trillion M ill j 

be required by the year LO10 for Eawzrn Eurnpc. i 

inoluding eastern Germtiny. to reach rough comptira 

hilit\ with Lvcstern Ckrman~-.’ (See ‘I’,lhle I .) j 

Obviously, the amount of ~~~is;tuncc nccdcd far 
I 
I 

exceeds the amount that other nations may IX 

wiling or able tn pro\ ide. Gcrmq, Japan. and the 

I’nited Stares-the three great economic poppers- 

all have serious financial prohlems. .l‘hc (;erm;ln I 

gwwnment. the mnst logical source of ,licl. is .ilrc;ldy 

Iooking at o\er $1 tri\hJn in unification co\ts. (:,Ipical 

/ 

1 

Table 1 I 

Eastern Gernian~ 

Bulgaria 

Czechoslovakia 

Hungar) 

Poland 

Romania 

‘I‘UI‘AL 
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Table2 
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Providers and 
recipients alike need 
to be realistic about 
financial assismce: 
It cannot, by itself, 
provide the capital, 
technology, and 
know-how needed to 
ensure a permanent 
economic transition in 
Eastern Europe. 

l \Vestern I-:urope received a total of $I 2.J hillion 

during the period. an amount equivalent to 

$5.4 Mlion in lY8Y dollars. International debt 
was Irnv in the lY4Os. and most of the aid was in 

the form of grants. Today, fcrreign debt is high 

and there is d world\vide shortage of c~piral. ‘I‘he 

amount of aid nceded this decade will he rndny 

times greater than the amount prwdcci Ilndcr 

the \Iarshall Plan. 

l \l;hen the .Ilarshall Plan began, the ccon~~mics ~rf 

LC’estcrn Europe were already starting to recover. 

allowing the aid to build on that momentum. 

However, today’s &stern European economies 

are still in decline. and except for Hungan; and 

perhaps the <:rech republic, the bottom IS nor 

yet in sight. 

l The W’cstcrn European countries had J long 

histon of market economies and beha\ iors, and a 

tradition of democratic political instirutwns. 

when the lIarshall Plan began. However. with 

the possible exception of Hungary (which was 
allowed to start dabhlinfi in capitalism in I%#), 

the Eaqern Europeans are building their market 

economies from scratch. Their inexperience will 

limit their Alicy to put financial assl\tance to its 

quickest and most effective uses. 

l The number of potential donors noM far exceeds 

the number who provided aid in the IWls. 

While this might seem to increase the a~ ailahle 

resources, it also makes coordination more 

difficult. For instance, the EC personnel respon- 

sible for coordinating the G-21 resptrnsc have 

had difficulty learning what the member coun- 

tries are doing in the region. This is partly due to 

the fact that, for competitive reasons, \orne 

countries do not want others to know what thev 

are planning or doing. Rather than coordinate 

assistance, the G-24 usually acts as a clearing- 

house for informatlon after actlons hjbc Ihead) 

been taken. 

‘I’hesr differences between the late I c)-IOs and 
the early 1YYOs are significant. But the), do nor 

constitute cuf’ficient reason to forego tinancial aid 

to Eastern Europe-or, for that matter, to the 

former Soviets. In fact, in light of the huge sums 

owed ly the B’est‘s former adversariex Jncl their 

continuing search for markets for their militar\ 

products, the ration& for pro\ IdIng financial 

aGtance ma\- be stronger today than it \$;I\ then 

But prwiders and recipients alike need to tic 

realistic about what iinanci,ll aswtancc c;~n 

investment in the near term M ill bc far Iw than 
the amount required. So financial w,Istancx mllst 
be an important. although prtrportiotwcl\ minor. 

part of the ivest’s o\crall straw&T to supp~~rt 

Eastern Europe. 

Technicalassistance 

In my discussions with various Eastern F:uropeanc. 

a constant theme has been the need for m~nag:c- 

ment training and technical advice: “\I’c iv,mt to 

change. hut don’t know how. Send LI\ pcoplc 11 ho 
can teach us how to make our li\,es better.” 

Compared with many other kind\ of~~cl. 

technical assistance is relaticely cheap. Jnrl II 

increases Eastern Europe’s ability to ahorh 

financial as&tance. It also helps lay the gn~\lnd- 

work for attracting the foreign m\cstmcnt that ivill 

have to supply or finance the maJorit) of the 

necessary capital. technology, and traininK:. \nd it 

can lead to better opportunities for foreign rr,~dc. J\ 

Eastern European countries become more ,IU.W of 

the \-arious technologies available in the \I.c\t. 

Foreign advisors can help Eastern Ellropcan, 

l develop management skills. such a\ xcclllnting 

and budgeting; 
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In the long run, 
foreign investment will 
have to be the mnin 
source of funds for 
revitalizinfi the Eastern 
European economies. 
And companies, not 
hanks, are the most 
promising source of 
foreign capital. 

focurcd technicd ;Issi\tance in a varict\ trf Jrc;l\- 

it ha nor cc,nrriIwted much to the multilarcral 

inxtituticlns that could gcncratc trude opportunltlcs. 

FrIr euamplc. the I ..S. wntrihution to EHRD’s 

ttxhnical assihtancc fund amounts to Ic\\ rhan 

1 percent of the .Ll 19million total. ranking jusr 

c~hcad of contributions from Scvitzcrlancl and 

Finland. (:trntrihutions from LVestern I-:llrlq3ean 

countrio amount to $W million.“’ 

Foreign investment 

In rhc long rlln, foreign in\estmcnt ~\III ILILC to 

he the main wurce of funds for revitdi/.in,g the 

llastcrn EurfJpcan economies. And comp;lnici. not 

hank\, ;ue rhc moot promising source: of foreign 

cupital. I*Lwtcrn E~irr~pe needs foreign ~n~c~tm~nt 

to crcatc jobs. make consumer goods .I\ ,liMlc. and 

produce export\ that v ill genrratc Ml\ nccdcd 

hard current!. 

:\lthough statistics on the number of joint 

vt:nturca in Eastrrn ICumpc arc xxrcc (and often 

vJrnc\\ hat misleading), the Iael of \\‘cstcrn 

investment has been minimal to date. -1 lot of 

pri\arc in\Cbtors \rould be more rcadb to Ixfwiilc 

capital it the IwGness climate in t<awrn t.;urrye 

wcrc mtJrc inviting. Exn I lungdry. u /iIch I\ 

UJn!dcrcd to ha\e the hcst bu\inew I lirn,ltc: in rhc 

region. ha major prcMcm5. t;c,r ccimplc. the 

banking system in Hunqr) is 50 prirniritc rh~t 

C&era1 Electric has to pa! it\ Hungarian cmplo\ 

cc\ not by check Or electronic transfer. hut 1)~ 

bringing trllcks full of cash to the plant. .Is the 

(Chairman of the Hung:wian \;awnat ISank rCCcntl\ 

said, “‘[‘he 115~ of ca\h in I lungan i\ .II the Ic\cI cut 

the 19.305 in :\nicric,l. i\lmost all emplo~cc~ dc 

chcir pa>- home In their pockets.“” 

One often-o\crlcJlrked impcclimcnt to forc1gr-i 

inxcstment i5 E:.astern l<urqc’s p\ychrllo+d 

aversion to mdking a profit. \lan! In the rci/lon fcdr 

and distrust the \Vest’\ methods and prrdt m( ICI\ e\. 

For decades, Eastern Europcan$ !!crc: utrght rhat 

protics Ivcrc edI. and the ct’fecrs of40 year\ of 

propaganda cannot be erased wernight. l’ri\ :I~L’ 

consult;lnts in Rudapctd told me rhdc (;crnurr 

firms. despite the temptation to focus on cahtcrn 

I&man!,, where there is a common t:mgrlqc .lnci 

currcnc). 3x still very intcrcstcd in Hun~Lir~arl 

business opportunities beaux of I IunKay ‘j 5 

year cxperirnent rJf “gc~ulash capitnlism” and prcdit 

oricnt3tion. Firm\ in cwern (krmm~ \inlpl) lack 

the nccessa~ experience u-lth a market ccclnom\. 

I.S. firm\ ;1rt’generally unfamiliar nith Eastcrn 

turopc and thercfrxc do not recognilc the InI c\t- 

mcnt opportunities it offers. I ~nfortunatl:I>-. nun\ 

pcopte in the I ..S. business communit) don’t knon 

the diffucnce hctiveen Bucharest and Huci;qxzst. 

nor could the! name more than 3 city or t\\o in 

Romania or llungary. Some I:..% investor\ xc held 

hack by the hellcf that the b’cstern );.urtrpcans- 

pxticula-ly the CLxmans-have the inside track. 

‘I’rue. German ;ind other \\.estern Eurt)pcan tirmx 

Jrc active in Eastern Europe. Hut it i\ dl\~b rruc that 

many bstern F:uropc:ms fear 3 renc\ral c)fC;crman 

domination and welcome ;\nierican In\ otmcnt. 

IIan? American firms, ivith their traditi~rn,ll focus 

on domestic markets. Fail to adcquatcl) apprwiatc 

II potentially huge one in b&tern Europe. 

‘1’0 attract foreign in\,cstmcnt, the Lam 

Europans thcmsclwx will ha\-e to rc\olw -I 
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number of troublesome issues, such as properr\ 

ownership and environmental cleanup liability. But 

Edstern Europe is actively taking steps to c‘orrccc rhe 

impediments to foreign investment, and there drt‘ 

opportunities specific to each country. In additltrn, 

the regional labor force includes trained enqinecrs, 

scientists, and other technical personnel. and Labor 

costs are low given their level of educntion. I‘llrther- 

more. the I’.!% government has put in place ;I 

number of proE;rams to help reduce the buGncss 

risks and encourage investment. It remains to hc 

seen, however, whether the IIS. private sector 

expands its vision to include this potentially fcrrile 

but unfamiliar terrain. 

Hope deferred could 

lead to chaos 

F f reed rom communist propaganda, the petrple 

of Eastern Europe are now very much aware of the 

gap between their standard of living and that of 

the West. Ftrr a while, they had high hopes that 

democratization and the move to market economics 

would quickly narrow the difference. Bur now many 

are starting ro question the political and economic 

changes that have taken place, and some are con- 

cerned with maintaining social cohesion In the face 

of continuing decline. 

LVithout an effective approach on the parr of 

West, the gains of the past three years could he lost. 

Better access to Western markets, continued financial 

and technical assistance, and significant toreign 

investment will be needed for a much longer cimc 

than many once thought. For any of these measures 

to be effective, the Eastern Europeans M 111 hdve to 

persevere in their reforms. Without some reasonable 

progress in a reasonable amount of time. ,I return ICI 

the tocalitarianl\m is not out of the question. 4s the 

,Amerlcan poet Langston Hughes wrote years ago. 

a dream deferred can explode. l 
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